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MEET SOME OF THE FOUNDERS
Ida S. Broo, Founder of ASWA, Ruth Peabody Waschau, Mary Gildea, Georgia E. Davis, Anne M. Lord, 
charter members of AWSCPA and Anna G. Francis, founding president of AWSCPA. Other founders of 
AWSCPA not present at the meeting were Grace Schwartz Keats, whose confinement in a hospital prevented 
her attendance, Josephine A. Kroll, Clara R. Stahl and Adrianne van Kooy. Miss Frances, Mrs. Keats 
and Mrs. Broo are the three members of AWSCPA who have been elected to honorary membership.
MESSAGES FROM THE FOUNDING PRESIDENTS
AWSCPA
In some ways the Eighteenth Joint Annual Meet­
ing of AWSCPA and ASWA was the greatest I ever 
attended:
The largest attendance
The first to be greeted and commended by the 
President of the United States
Extra fine leadership
Procedure necessary to handle a larger group.
In other ways I think it paralleled past conven­
tions.
To me it always was and still is the most wonder­
ful group of women in the whole world.
Anna G. Francis
ASWA
In 1933 a balance sheet of the AWSCPA con­
sisted mostly of deferred assets—plans to interest 
women in accounting, hope for increased opportunity 
in the field, and for recognition of the part women 
could hold in the accounting world. A discussion of 
mutual problems and hopes covered the activity of 
the national meeting.
In 1958 our assets include 400 active, interested 
women CPAs; an affiliated group of 3000 women  
actively interested in accounting, with 63 chapters 
in 27 states, the District of Columbia and Hawaii: 
wide opportunity for women in the profession, and 
recognition by the public of the place women now 
hold in accounting.
In 1958 our meeting stressed—not our problems, 
but the problems of the profession, and the respon­
sibility of the woman CPA as a fully accepted mem­
ber of an honored profession.
Truly a quarter of a century of progress.
Ida S. Broo
EDITORIAL STAFF CHANGES
S. Madonna Kabbes takes over as literary 
editor with this issue. She is an associate 
professor in accounting at the University 
of Illinois, Navy Pier, Chicago, and will 
bring to our attention accounting writings 
of current interest.
Virginia O’Hern takes an assignment on 
the editorial board, which reviews manu­
scripts submitted for publication. She is 
a senior accountant on the staff of the 
Los Angeles office of L. H. Penney & Co.
They replace Catherine Miles and Hazel 
Brooks Scott, who have contributed yeoman 
service to the publication during the past 
year.
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SELECTED PROVISIONS OF THE TECHNICAL 
AMENDMENTS ACT OF 1958 AND SMALL 
BUSINESS TAX REVISION ACT OF 1958
By MARGARET WHITE NALLY, C.P.A., New York Chapter ASWA
Introduction
Accountants, lawyers and businessmen 
generally have been watching and waiting 
as the Mills Bill slowly wound its way 
through the House and on into the Senate 
to emerge as Title I, Technical Amend­
ments Act of 1958. The Mills Bill started 
as a bill to correct unintended benefits and 
hardships and to make technical amend­
ments, but as is usually the case, many pres­
sure groups clamored for other legislative 
changes in the 1954 Cede and, as a con­
sequence, like Topsy, it just “growed.” 
Title II, Small Business Tax Revision Act 
of 1958 was introduced as a separate bill 
but for expediency was combined with the 
Technical Amendments Act into a single 
act. The “Acts” were signed into public 
law by President Eisenhower on September 
2, 1958.
Thus we have seen what began as a 
modest tax bill emerge from the Congres­
sional grist-mill as a monumental work 
containing many substantive changes in tax 
base, allowable deductions and timing of 
payments. Individual, corporate, estate and 
gift tax returns are affected. Some of the 
new provisions are effective on the date of 
enactment (September 2, 1958), many are 
effective on dates comparable to the 1954 
Code, and many have special effective dates. 
The Act will have to be studied carefully 
if the full benefits of the new provisions 
are to be availed of and timely action taken.
The new law contains 109 sections, eleven 
of which provide only for grammatical, 
typographical and technical errors. Of the 
remaining sections, I have selected several 
which I feel will be of particular interest 
and which will have a marked impact on 
business decisions.
Selected provisions
Sec. 29 Adjustments Required by Changes 
in Method of Accounting
Section 481 of the 1954 Code attempted 
to settle the controversy which had arisen 
under the 1939 Code between taxpayers and 
the Treasury Department when a taxpayer 
made a change in the method of computing 
taxable income. Unfortunately, Sec. 481 
only added to the dilemma since the Com­
missioner contended that it contained bene­
fits which were not intended and therefore 
refused to approve changes in accounting 
methods pending further clarification of 
the law. It is hoped that Section 29 of the 
1958 law will settle the problem. In order 
to fully understand what this new provision 
is attempting to accomplish, let me review 
briefly for you the events leading up to 
its enactment.
Under the 1939 Code, if no method of 
accounting was regularly employed in keep­
ing taxpayers books or if the method em­
ployed did not clearly reflect income, the 
Commissioner could prescribe such method 
as in his opinion did clearly reflect income. 
If the Commissioner insisted on the change, 
it was referred to as an “involuntary 
change.” If the taxpayer wanted to initiate 
a change (that is, make a voluntary 
change), it was necessary under the Regu­
lations to secure the consent of the Com­
missioner. The distinction between a volun­
tary change and an involuntary change 
created a deplorable situation. In an in­
voluntary change, for example where a 
taxpayer was forced to change from a cash 
to accrual basis, the courts usually held 
for the taxpayer by refusing the Commis­
sioner the right to tax accounts receivable 
and/or eliminate opening inventories. Thus 
it was possible for income to escape taxa­
tion. However, where a taxpaper volun­
tarily changed methods he was subjected 
to transition adjustments as a condition 
to obtaining the consent of the Commis­
sioner. Where the adjustments would re­
sult in a very large income in the year of 
the change, therefore, it was to the tax­
payers interest to perpetuate the erroneous 
method until the Commissioner forced a 
change.
The 1954 Code attempted to settle this 
conflict by adding Section 481 (Adjust­
ments Required By Changes in Method of 
Accounting) and formalizing in the Code 
(under Section 446(e)) the requirement 
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that a taxpayer who changes his method 
of accounting secure the consent of the 
Secretary or his de egate. Section 481 re­
quires that in making a change there shall 
be taken into account these adjustments 
necessary to prevent duplications or omis­
sions except there shall not be taken into 
account any adjustment attributable to a 
taxable year to which the 1954 Code did 
not apply, that is, generally, years begin­
ning before January 1, 1954. This general 
rule was subject to certain limitations 
where the adjustments were substantial.
The opportunity to avoid tax on certain 
pre-1954 items undoubtedly prompted many 
taxpayers to seek a change in accounting 
method and consequently the Commissioner 
was flooded with requests for permission 
to make such change. The Treasury Depart­
ment was not satisfied with this section of 
the Code and therefore refused to act on 
these requests pending further clarification 
of the law. The Commissioner contended 
that a literal interpretation of Section 481 
could conceivably result in the less of sub­
stantial revenue to the Treasury.
Section 29 in the 1958 law is Congress’ 
answer to the problem. Under this section, 
changes initiated by the taxpayer, either 
by requesting permission from the Com­
missioner or by shifting from one method 
to another without permission, are subject 
to adjustments as to pre-1954 items. If 
the Commissioner forces a change, adjust­
ments of pre-1954 items are not authorized. 
So once again we return to the situation 
where the taxpayer who makes a voluntary 
change from an incorrect to a correct method 
is penalized whereas the taxpayer who con­
tinues to use an erroneous method until 
forced to change benefits. Of course the 
statute of limitations has run out on calen­
dar year 1954, and each year thereafter 
the benefits which could result from this 
provision decrease as an increasing pro­
portion of the adjustments become attribut­
able to years covered by the 1954 Code. So 
presumably we can expect the Commissioner 
not to compel a change in years where sub­
stantial pre-1954 items would escape tax.
In view of the foregoing, taxpayers who 
elected to make a change under the 1954 
Code prior to September 2, 1958, should 
reexamine their position, since it may be 
advisable to make an election under the new 
act to go back to the old method. The elec­
tion must be made within six months after 
the date of enactment of the Act and is 
not available if the taxpayer has already 
received permission to change or was com­
pelled to change prior to the enactment of 
the act.
The new law also adds a special rule for 
pre-1954 adjustments where taxpayer in­
itiates a change. Under the 1954 Code, the 
adjustments attributable to a change in 
method wore to be taken into account in 
the year of change, or if the increase in 
taxable income from applying the adjust­
ments was more than $3,000, then the ad­
justment could be spread over the year of 
the change and the two preceding years 
or over as many of the consecutive years 
preceding the year of change as could be 
established correctly by the taxpayer with 
the use of the new accounting method. The 
new act adds another spreading device for 
adjustments attributable to pre-1954 Code 
years. One-tenth of the net amount of the 
adjustment can be taken into account in 
each of the ten taxable years beginning 
with the year of the change. This is sub­
ject to a qualification that where the year 
of change was a taxable year beginning 
after December 31, 1953 and ending after 
August 16, 1954, but before January 1, 
1958, the taxpayer may elect to spread ad­
justments for ten years commencing with 
the first taxable year beginning after De­
cember 31, 1957. However, if the taxpayer 
does so e ect, the ten years to which adjust­
ments can be spread will be reduced by 
the same number of years which are barred 
by the statute of limitations beginning with 
the actual year of change and the date of 
enactment of the new law.
Other limitations and special rules per­
taining to adjustments required by changes 
in method of accounting are included in 
the amendment. However, the important 
points to remember in connection with the 
new amendment are that pre-1954 adjust­
ments are not taken into account if the 
Commissioner compels the change and the 
rules for spreading adjustments attribut­
able to pre-1954 items where the taxpayer 
initiates the change have been expanded 
to provide a ten-year spread.
Section 15 Improvements On Leased 
Property
This amendment adds section 178 to the 
1954 Code and is effective to any costs of 
acquiring a lease after July 28, 1958 or 
the cost of improvements commenced there­
after, unless before July 29, 1958, the lessee 
was under a legal obligation to. make the 
improvements commenced after that date.
Under the 1954 Code, improvements made 
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by a lessee on leased real property should 
be depreciated if the length of the existing 
lease is longer than the life of the improve­
ments, or should be amortized if the length 
of the lease is less than the life of the 
improvements. Under existing Treasury 
practice and certain case law, the renewal 
of leases were not taken into account in 
determining the period over which a lessee’s 
improvement was to be written off, unless 
the facts showed with reasonable certainty 
that the lease would be renewed. The estab­
lishment of “reasonable certainty” that the 
lease would be renewed made it unlikely 
that the renewal periods would be taken 
into account in most cases. Thus it was 
possible for a lessee, who had decided in 
his own mind to exercise his option to renew 
a lease, to make improvements during the 
advanced stages of the lease and to write 
them off over the shorter period, with the 
Treasury Department in most instances 
unable to prove that a “reasonable cer­
tainty” of renewal existed. It was this 
difficulty of determining whether or not a 
lease would be renewed that prompted this 
new Code section detailing the rules to be 
applied to writing off the cost of improve­
ments on leased property.
Generally, the term of a lease shall be 
considered to include any renewal or con­
tinuation options unless the lessee can show 
with more probability than not that the 
lease will not be renewed, subject, however, 
to the following qualifications:
(1) The new provision does not apply 
if the unexpired lease period 
(determined without regard to 
any unexercised option to re­
new) accounts for 60 percent or 
more of the useful life of the 
improvement;
and (2) The new provision does not apply 
to the cost of purchased lease­
hold, if 75 percent or more of 
such cost is attributable to the 
unexpired lease term.
A further provision of this section deals 
with related lessee and lessor and the gen­
eral rule is that the cost of the improve­
ment made by the lessee on the leased 
property may be recovered only over the 
remaining useful life of improvements.
Finally, where the 60 percent or 75 per­
cent rules discussed previously do not apply, 
depreciation or amortization shall be based 
on the remaining term of the lease plus the 
renewal period in any case where the lessee 
has notified the lessor of an intention to 
renew. Also, the same rule as to the aggre­
gate terms of the lease will apply where 
the facts indicate there is a “reasonable 
certainty” that the lease will be renewed 
or extended.
Section 11 Charitable Contribution Carry­
over for Corporations
1954 Code Section 170(b), relating to the 
two-year carry-over for charitable contribu­
tions made by corporations in excess of 5 
per cent of their taxable income, has been 
amended in respect to corporations having 
net operating loss carry-overs. No charitable 
contribution carry-over is allowable for con­
tributions which reduce taxable income in 
a year and which in turn increases a net 
operating loss carry-over to a succeeding 
year. This amendment may best be illus­
trated by the following example:
In 1957, a corporation has a net oper­
ating loss of $100,000 which is net oper­
ating loss carry-over to 1958. In 1958, 
the corporation has taxable income of 
$100,000 before deducting charitable con­
tributions of $5,000. In determining the 
amount of 1957 loss absorbed in 1958, 
the charitable contributions made in 1958 
are taken into account, so that $5,000 of 
the 1957 loss is available as a carry-over 
to 1959. As the taxpayer received a tax 
benefit in the form of an increased net 
operating loss deduction applicable to 
1959, from the charitable contributions, 
he is denied a contributions carry-over 
of $5,000, even though the contributions 
in 1958 exceeded 5 per cent of his taxable 
income.
This amendment applies to 1954 Code 
years, that is taxable years beginning 
after 1953 and ending after August 16, 
1954.
Section 5 Improper Payments to Foreign 
Officials
This section amends 1954 Code Section 
162 and applies to expenses paid or incurred 
after September 2, 1958.
Under existing law, an expense which is 
paid or incurred in carrying on a trade or 
business is deductible provided it is ordi­
nary and necessary. It is not deductible if 
it is clear that the expense is a device to 
avoid the consequences of violations of a 
law or otherwise contravenes the Federal 
policy expressed in a statute or regulation. 
The problem arises, however, where tax­
payers doing business in foreign countries 
are required to pay bribes or give kick- 
backs to foreign government officials where 
the foreign government itself demands or 
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acquiesces in payment. The question raised 
is whether these expenses are “ordinary 
and necessary.” Since legal recourse is not 
available to the taxpayer, the Internal 
Revenue Service found it difficult to sustain 
the position that such expenses were not 
ordinary and necessary to the taxpayer’s 
business. This put the Service in the awk­
ward position of recognizing the existence 
of a practice which it did not wish to con­
done and which Americans found repugnant.
The new amendment, therefore, denies 
deduction of any payments, made directly 
or indirectly, to officials of foreign countries 
which would be considered unlawful under 
U. S. laws, if such were applicable, even 
though the foreign government itself de­
manded or acquiesces in the payment.
Section 97 Deductibility of Accrued 
Vacation Pay
The Treasury’s position on the accrual 
of vacation pay has changed over the years. 
Some years back, the Treasury ruled that 
vacation pay could be accrued if the liability 
could be estimated with a reasonable degree 
of accuracy. Accordingly, if it was the 
established policy of an employer to grant 
to his employees paid vacations in a suc­
ceeding year for work performed in the 
current year, the taxpayer would be en­
titled to accrue for such vacations. The 
employer was allowed a deduction for such 
vacations even though some employees ter­
minated prior to the vacation period would 
not receive any vacation pay.
Following several court decisions in which 
the accrual of vacation pay was not allowed 
to the taxpayers because the amount of 
the liability could not be accurately deter­
mined at the year end, the Treasury ruled 
that vacation pay to be accruable had to be 
definite in amount, and the liability to each 
employee firmly established. In other words, 
the employee had to have an unforfeitable 
right to his vacation pay at the end of 
the taxpayer’s taxable year. Under this 
strict requirement, if an employee was 
terminated, either voluntarily or involun­
tarily, he would be entitled to the vacation 
pay he had earned to the date his employ­
ment was terminated.
In order not to penalize taxpayers who 
have continuously accrued vacation pay 
under the Treasury’s former position of 
reasonable determination of the liability, 
the Treasury had delayed imposing the 
stricter requirements. The delay was mere­
ly to grant taxpayers time to amend their 
vacation policies to embrace the stricter 
requirements, and was not an opportunity 
for taxpayers who had not previously ac­
crued vacation to suddenly do so, unless 
their vacation policies contained the unfor­
feitable right provisions to the vacation 
payments. The Treasury has several times 
extended the time for the imposition of the 
stricter requirements. As most recently 
extended, the rule generally for years end­
ing after December 31, 1958 would deny 
accrual unless the fact and the amount of 
liability to each employee could be deter­
mined.
The new amendment further extends 
imposition of the stricter requirements for 
determining the accrual of vacation pay by 
postponing the application of the stricter 
requirements for taxable years ending be­
fore January 1, 1961.
Section 18 Deductions by Corporations for 
Dividends Received
This amendment was made to close a tax 
loophole resulting from corporations buying 
stock just before a dividend was paid and 
selling it immediately after receiving the 
dividend. Usually, a stock price will drop 
when a dividend is paid by the amount of 
the dividend. Therefore, a corporation 
engaging in this type of transaction re­
ceived income against which it could apply 
the 85 per cent dividend received credit and 
a short-term loss which could be deducted 
in full against ordinary income in the case 
of dealers in security or against capital 
gains in the case of non-dealers in securi­
ties.
The amendment discourages this practice 
by denying an intercorporate dividend de­
duction where the stock is not held for a 
period of 16 days or more. Similarly, the 
intercorporate dividend deduction is denied 
where the recipient corporation is simul­
taneously in both a long and short position 
on the same stock, and is required to pay 
over on the stock held short an amount 
equal to the dividend. A special rule applies 
where the stock involved has cumulative 
preferred dividends in arrears for a period 
of more than 366 days. In this case, the 
stock must be held for 91 days or more to 
allow the intercorporate dividend deduction.
This provision is effective for taxable 
year ending after December 31, 1957 for 
shares of stock acquired after that date, 
including transactions closed by short sales 
made after that date.
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Section 6^ Election of Certain Small Busi­
ness Corporations as to Taxable Status 
This amendment adds a new subchapter 
to the 1954 Code (subchapter S, secs. 1371- 
1377) and is effective with respect to tax­
able years beginning after December 31, 
1957.
When Congress was working out the de­
tails of the 1954 Code, the Senate passed, 
but the Congress did not enact, a provision 
which would allow certain corporations to 
be taxed as partnerships. A provision allow­
ing certain proprietorships and partner­
ships to be taxed as corporations, however, 
was enacted. It has generally been felt 
since, that with respect to small businesses, 
there should be a provision to complement 
the election available to partnerships, be­
cause it allows businesses to select the form 
of organization best suited to it without 
worrying about the major differences in tax 
consequences. Therefore, the provision to 
allow shareholders in small business corpo­
rations the election to be taxed directly on 
the corporation’s earnings, and to forego 
the payment of the corporate tax, has been 
revived in the new law.
To qualify as a small business a corpo­
ration must:
1) Be a domestic corporation
2) Not be a member of an affiliated 
group as defined in section 1504
3) Have no more than ten shareholders
4) Have as shareholders only indi­
viduals or estates
5) Not have as shareholders any non­
resident aliens
6) Have only one class of stock 
All shareholders must consent to the elec­
tion which must be made either in the first 
month before the beginning of the taxable 
year for which the election is being made 
or in the first month of that year.
If the election is exercised, the share­
holders include in their own income for tax 
purposes, the current taxable income of the 
corporation whether or not distributed. 
Since the income has not been taxed at 
the corporate level, there is no dividend 
received credit or exclusion. The income is 
generally treated as ordinary income to 
the shareholder except in the case of long­
term capital gains which carry over to the 
shareholder level.
Other rules for treating net operating 
losses and for adjustments to the basis of 
shareholder’s stock in the case of losses, 
etc. are also treated in this provision. In 
addition, on September 25, 1958, temporary 
regulations were issued as a guide to tax­
payers who might elect this special tax 
treatment.
The election under this subchapter may 
be terminated in any one of the following 
ways:
1) If there is a new shareholder and 
he does not consent to the elec­
tion.
2) If all the shareholders consent to 
its revocation.
3) If the corporation ceases to qualify 
as a small business corporation.
4) If the corporation derives more than 
80 per cent of its gross receipts 
from sources outside the U.S.
5) If more than 20 per cent of the 
corporation’s gross receipts are 
derived from interest, dividends, 
rents, royalties, or other forms 
of passive income.
If a corporation has made an election 
under this provision and such election has 
been terminated or revoked, the corpora­
tion (or any successor) is not eligible with­
out the Treasury’s consent to elect this tax 
treatment until its fifth year after the be­
ginning of the year in which the termina­
tion or revocation is effective. This limita­
tion was designed to keep a corporation 
from electing in and out of these provisions.
Section 204 Additional First Year De­
preciation Allowances for Small Business 
Although this section is entitled Addi­
tional First Year Depreciation Allowance 
for Small Business, it is applicable to any 
business, irrespective of size, except trusts, 
and provides for an election to write off 20 
per cent of the cost of tangible personal 
property in the year of acquisition, in addi­
tion to regular depreciation on the balance. 
The additional 20 per cent allowance applies 
to any tangible personal property costing 
in the aggregate not more than $10,000, or 
$20,000 in the case of a taxpayer filing a 
joint return, purchased during a year, for 
use in a trade or business or for holding 
for production of income, which is of a 
character subject to the allowance for de­
preciation and with a useful life of 6 years 
or more at the time of acquisition. How­
ever, the allowance is not applicable to 
property:
1. Acquired from a related person, as 
defined in the Code,
2. Acquired by one member of an 
affiliated group from another 
member of the same affiliated 
group,
3. The basis of which is determined 
by reference to the adjusted basis 
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of such property in the hands 
of the person from whom ac­
quired,
4. Acquired from a decedent.
In the case of an affiliated group, all 
members of such group shall be treated as 
one taxpayer in applying the $10,000 limita­
tion. Ownership of more than 50 per cent 
of the stock of a company constitutes con­
trol for the purpose of determining affilia­
tion in applying this limitation.
This amendment applies to taxable years 
ending after June 30, 1958 for tangible 
personal property purchased after Decem­
ber 31, 1957.
Section 205 Increase of Minimum Accu­
mulated Earnings Credit
As an aid to small businesses, who often 
have difficulty in justifying the need for 
the retention of earnings because of the 
absence of specific plans for the use of such 
earnings in the business, the minimum ac­
cumulated earnings credit has been in­
creased from $60,000 to $100,000. Accord­
ingly, companies can now retain earnings 
up to $100,000 without having to worry or 
be concerned about the imposition of the 
penalty tax on improper accumulation of 
earnings. The increase in the accumulative 
earnings credit increases the advantages to 
be gained from separate corporations for 
the various activities of a business. Natur­
ally, a business can retain any amount of 
accumulated earnings in excess of $100,000 
without incurring the penalty tax, if it 
can prove the need for such earnings in the 
business. The amendment increasing the 
accumulated earnings credit to $100,000 is 
effective for taxable years beginning after 
December 31, 1957.
* * *
Section 203 Three Year Net Operating 
Loss Carryback
This section, which is applicable to all 
businesses, whether small or large, provides 
for the carry-back of a net operating loss 
deduction to three years instead of two 
years. There have been no changes made 
to the 5 year carry-over of a net operating 
loss deduction. The three year carry-back 
is applicable to a net operating loss for any 
taxable year ending after December 31, 
1957. The amendment provides with respect 
to a net operating loss for a fiscal year 
ending in 1958, that the amount of the 
carry-back to the third preceding year shall 
be a pro rata part of the net operating 
loss for the fiscal year, based on the num­
ber of days in the 1958 portion of the year.
In summation, your attention is directed 
to several important points:
1. With respect to changes in account­
ing methods, any change of ac­
counting method adopted by the 
taxpayer without the consent of 
the Commissioner after the effec­
tive date of the 1954 Code, and 
prior to the date of enactment of 
the new amendment, should be 
re-examined to determine whether 
or not to elect, within the six 
month’s limitation, to go back to 
the old method.
2. With respect to improvements on 
leased property, care should be 
exercised in negotiating new 
leases in the light of the new law. 
Use of renewal options that qual­
ify under the 60 and 75 per cent 
rules can result in greater amor­
tization and/or depreciation de­
ductions. Renegotiations of exist­
ing leases on which substantial 
work on improvements remains to 
be done should be considered.
3. With respect to improper payments 
to foreign officials, U. S. com­
panies faced with the necessity 
of continuing such payments 
should give immediate attention 
to the problem since expenses in­
curred after September 2 are 
denied for U.S. tax purposes. In 
this connection, consideration 
may be given to the establish­
ment of a foreign subsidiary or 
possibly the use of an independent 
contractor (rather than an em­
ployee) relationship with the per­
son through whom payment is 
effected. The latter device, how­
ever, may not always be success­
ful.
4. With respect to the election of cer­
tain small business corporations 
to be taxed as partnerships, elig­
ible closely-held corporations had 
a rare opportunity to exercise 
hindsight by making an election 
prior to December 1, 1958 to be 
exempt from corporate income 
tax for taxable years beginning 
in 1958 prior to September 3. In 
subsequent years the election 
must be made not later than the 
end of the first month of the 
taxable year. However, com­
panies which were not eligible 
during their current taxable year 
(Continued on page 13)
9
THE SOCIAL SECURITY AMENDMENTS
OF 1958 HOW THEY AFFECT YOU AND YOUR CLIENTS
By WALTZIE COOKE, LOUISVILLE CHAPTER ASWA
The Social Security Amendments of 1958 
made some important changes in the so­
cial security program. The President sign­
ed H.R. 13549, the Social Security Amend­
ments of 1958 on August 28, 1958. He 
signed, also, several bills which make ad­
ditional changes in the old-age, survivors, 
and disability insurance provisions. These 
minor bills are H.R. 7570, H.R. 5411, H.R. 
8599, and H.R. 11346.
The major old-age, survivors, and dis­
ability insurance provisions of the 1958 
amendments are general benefit increase 
effective for January, 1959, an increase in 
the earnings base to $4,800, increases in 
the contributions rates, and provision of 
benefits for dependents of disabled workers. 
Other changes in the disability provisions 
of the program are modification of the 
work requirements for disability benefits 
and the freeze, repeal of the disability ben­
efits offset provisions; retroactive payment 
of disability benefits for as many as 12 
months, and extension of the June 30, 
1958 deadline for filing fully retroactive 
disability freeze applications. Among sev­
eral changes relating to dependents’ bene­
fits are provisions for paying benefits to 
the dependent parent of a deceased worker 
even though a widow, dependent widower, 
or dependent child also survived, and for 
removing the requirement that a disabled 
child furnish proof of his dependency on 
the parent for one-half of his support.
GENERAL BENEFIT INCREASE EF­
FECTIVE FOR JANUARY, 1959: Benefit 
amounts for all beneficiaries—those now on 
the rolls and those that will come on after 
the effective date of the legislation—are 
increased by about 7 percent, with an in­
crease of at least $3 in the amount pay­
able to a retired worker. (Women workers 
and wives electing benefits before age 65 
receive actuarially reduced amounts). The 
dollar ceiling on total family benefits is 
increased from $200 to $254. For families 
now on the rolls at the $200 maximum, the 
$254 will apply if the insured worker’s av­
erage monthly wage was $315 or more. If 
his average monthly wage was less than 
$315, the new maximum will be less than 
$254 or about 80 percent of the average 
monthly wage but with an increase over 
present law guaranteed by saving clauses.
The minimum social security primary 
insurance payment for a worker will be 
increased from $30 per month to $33 per 
month, effective for January, 1959, and 
the maximum monthly benefit from $108.50 
to $116 effective for January, 1959. The 
increases will be made automatically by the 
various Pay Centers and no application or 
request for the increase is necessary.
INCREASE IN EARNINGS BASE: 
The maximum amount of annual earnings 
taxable and creditable toward benefits is 
increased from $4,200 to $4,800, beginning 
with 1959. This change recognizes the rise 
in earnings levels since the $4,200 base was 
established in 1954.
INCREASE IN THE CONTRIBUTIONS 
RATES: The amendments provide the fol­








1959 2½% 2½% 3¾%
1960-62 3 3 4½
1963-65 3½ 3½ 5¼
1966-68 4 4 6
1969 and
thereafter 4½ 4½ 6¾
PROVISION OF BENEFITS FOR DE­
PENDENTS OF DISABLED WORKERS: 
The legislation provides monthly benefits 
for dependents of disability insurance bene­
ficiaries like those provided for the depend­
ents of old-age insurance beneficiaries. 
These dependents’ benefits will be payable 
for the first time for the month of Septem­
ber, 1958.
Persons eligible for benefits as depend­
ents of disabled workers are: wives and 
dependent husbands who have reached re­
tirement age, unmarried dependent chil­
dren (including sons or daughters disabled 
in childhood) and wives who have an 
entitled child in their care. The new bene­
fits are subject to the same conditions as 
are applicable to benefits for the depend­
ents of old-age insurance beneficiaries, 
except that, in addition, the dependents’ 
benefits will be suspended if the disabled 
worker refuses, without good cause, to 
accept vocational rehabilitation.
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MODIFICATION OF THE WORK RE­
QUIREMENTS FOR DISABILITY BEN­
EFITS AND THE FREEZE : Requirements 
were made easier for people whose dis­
abilities have a gradual onset. Under the 
new law, a worker is no longer required 
to have 6 quarters of covered social secur­
ity work during the 13 quarters ending 
with the quarter of disablement. To qualify 
for cash benefits or the freeze the worker 
must be fully insured and must have 20 
quarters of coverage during the 40 quarter 
period that ends with the quarter of dis­
ablement.
The changed work requirements are ef­
fective with respect to all applications filed 
on or after August 28, 1958, and also with 
respect to those applications which were 
filed after 1957 and before August 28, 1958, 
if the applicant did not die before such 
date of enactment and a notice of deter­
mination was not sent to the claimant on 
or before that date. Benefits payable under 
the changed requirements begin for the 
month of September, 1958.
REPEAL OF THE DISABILITY BENE­
FITS OFFSET PROVISIONS: Under the 
offset provisions, social security disability 
insurance benefits (and benefits payable to 
persons disabled in childhood) were re­
duced by the amount of any periodic bene­
fits payable to an individual on account 
of disability under certain other Federal 
programs or under State workmen’s com­
pensation laws. The repeal of the offset 
provision is effective with disability insur­
ance benefits for the month of August, 
1958.
RETROACTIVE PAYMENT OF DIS­
ABILITY BENEFITS FOR AS MANY 
AS 12 MONTHS: The amendments pro­
vide retroactive payment of disability in­
surance benefits for as many as 12 months 
before the month in which application is 
filed for these benefits.
EXTENSION OF THE JUNE 30, 1958, 
DEADLINE FOR FILING FULLY RE­
TROACTIVE DISABILITY FREEZE AP­
PLICATIONS: The amendments postpone 
for 3 years the June 30, 1958, deadline for 
filing applications for the disability freeze 
which permit a period of disability to be 
established as early as the actual onset 
date of the disability.
PAYMENT OF BENEFITS TO THE 
DEPENDENT PARENT OF A DE­
CEASED WORKER EVEN THOUGH A 
WIDOW, DEPENDENT WIDOWER, OR 
DEPENDENT CHILD OF THE WORKER 
ALSO SURVIVED: Such benefits are pay­
able effective for September, 1958 on appli­
cations filed on or after enactment date. 
If the parent has not reached retirement 
age (65 for father; 62 for mother) a certi­
ficate of support should be filed within 2 
years after August, 1958 or date of death 
of the worker, whichever is earlier.
PAYMENT OF A LUMP-SUM DEATH 
PAYMENT TO THE WIDOW OF A DE­
CEASED WORKER ONLY IF SHE WAS 
LIVING IN THE SAME HOUSEHOLD 
WITH HIM OR HAD PAID HIS BURIAL 
EXPENSES: This change becomes effec­
tive with deaths after August, 1958.
REMOVAL OF THE THREE-YEAR 
WAITING PERIOD BEFORE AN 
ADOPTED CHILD CAN QUALIFY FOR 
BENEFITS ON THE EARNINGS REC­
ORD OF A RETIRED OR DISABLED 
WORKER: The effective date for benefits 
payable is September, 1958 on applications 
filed on or after enactment date.
ELIGIBILITY FOR CHILD’S INSUR­
ANCE BENEFITS WHERE A CHILD IS 
ADOPTED BY THE WIDOW OF A 
WORKER WITHIN 2 YEARS AFTER 
THE WORKER DIED (OR 2 YEARS 
AFTER THE DATE OF ENACTMENT) 
if the child had been living in the worker’s 
household and if the child had not been 
supported by anyone else. Effective date 
for benefits payable is September, 1958 
on applications filed on or after enactment 
date.
ELIGIBILITY FOR WIDOW’S, WID­
OWER’S, OR MOTHER’S INSURANCE 
BENEFITS IF HE OR SHE IS THE 
PARENT OF A CHILD ADOPTED BY 
THE DECEASED SPOUSE: Since 1950 
a woman who adopts her husband’s child 
has not had to meet the 1-year marriage 
requirement for entitlement to mother’s or 
widow’s benefits. However, the woman 
whose own child is adopted by her husband 
must have met a 1-year marriage require­
ment. Effective date for benefits payable 
is September, 1958 on applications filed on 
or after enactment date.
REMOVAL OF FORMER DURATION- 
OF- MARRIAGE REQUIREMENTS 
WHERE SPOUSE WAS ELIGIBLE FOR 
SECONDARY BENEFIT BEFORE A 
MARRIAGE: The new law makes a wife, 
husband, widow, or widower eligible for 
benefits if in the month before marriage 
the person was eligible for dependent’s or 
survivors’ benefits, or would have been if
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he had attained retirement age. Effective 
date for benefits payable is September, 
1958 on applications filed on or after enact­
ment date.
ELIMINATION OF BENEFIT TER­
MINATION WHERE SECONDARY 
BENEFICIARIES MARRY EACH 
OTHER: The new law eliminates marriage 
as a terminating event in cases where a 
person entitled to widow’s, widower’s, 
mother’s, parent’s, or childhood disability 
benefits marries another person receiving 
any such benefits and where a childhood
disability or mother beneficiary marries an 
old-age insurance beneficiary or a dis­
ability insurance beneficiary. Effective date 
of benefits payable is September, 1958, on 
applications filed after enactment date.
REINSTATEMENT OF MOTHER’S 
AND WIDOW’S BENEFITS WHERE 
SECOND HUSBAND DIES WITHIN A 
YEAR AND BENEFITS ARE NOT PAY­
ABLE ON EARNINGS RECORD OF 
SECOND HUSBAND: Effective date of 
benefits payable is September, 1958 on ap­
plications filed on or after enactment date.
The newest Social Security legislation includes the following changes:
COVERAGE
1. Retroactive coverage for nonprofit organizations electing cover­
age after 1955
2. Require nonprofit organizations to treat employees covered 
by State or local retirement systems separately from those 
not members of such a system
3. Broaden slightly the provisions under which earnings errone­
ously reported by nonprofit organizations may be validated.
4. Extend divided retirement system provisions to Massachusetts 
and Vermont
5. Provide an additional opportunity for coverage under the State 
and local divided retirement system provision to persons not 
originally covered
6. Make coverage easier for State and local employees in positions 
covered by more than one State or local retirement system
7. Permit retroactive coverage for State or local employees who 
died or whose employment was terminated shortly before ap­
proval of agreement
8. Permit Maine to treat teacher and non-teacher positions as 
being under separate retirement systems for coverage purposes
9. Make coverage available to policemen and firemen retirement 
system members employed by an interstate instrumentality or 
in the State of Washington
10. Permit coverage under the divided retirement system provi­
sions of persons who have not exercised their option to join 
a State or local retirement system
11. Credit partnership earnings in year of death
Credit partner for old-age, survivors, and disability insurance 
purposes (but not for income tax purposes) with partner’s 
distributive share of partnership earnings in the year of his 
death. Apportion the partnership income between periods be­
fore and after death, taking into account number of months 
before death the individual was a member of the partnership. 
Under Internal Revenue Code in 1954, deceased partner gen­
erally could have no self-employment income from partnership 
for year in which he died unless partnership agreement pro­
vided termination upon death of a partner.
12. Cover services performed in processing of crude gum (workers 
engaged in production of turpentine and gum naval stores 
who are employed by the original producer of crude gum. 
Workers will be covered under the conditions applicable to 
other agricultural workers).
13. Broaden the provision for $160 wage credit for military service 
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RETIREMENT TEST. Three changes were made in the retire­
ment test provision. When a person reaches 
retirement age (65 for men and 62 for 
women) he or she may not earn over $1200 
gross wages or salary or realize over $1200 
net profit while rendering substantial serv­
ices in his business and receive all social 
security checks until he or she reaches 72.
1. No benefit loss for month
(a) an employee’s gross wages or salary do not exceed $100
(b) a self-employed person does not render substantial serv­
ices in his business
2. Charge excess earnings beginning with first month of year 
(as previously excess earnings above $1200 will be charged to 
the months of the year in units of $80 or any part therof.) 
Under old law charging excess earnings beginning with the 
last month of taxable year and working backward operated to 
the disadvantage of some beneficiaries.
3. Filing of an annual report of earnings is eliminated as a require­
ment for a beneficiary who receives no benefits for the year 
because of the retirement test (excess earnings)
MISCELLANEOUS:
1. Clarify definition of fraud (section 208 of Social Security Act) 
2. Provide for charging for certain services (including forward­
ing of mail not connected with program)
3. Remove requirement that an attorney must file “right to prac­
tice” certificate
4. Provide that payments received by a State or local government 
employee while he is on sick leave be counted as wages after 
he reaches retirement age.
Contact your nearest Social Security District Office for more 
information, when needed, about social security benefits.
Contact your nearest Internal Revenue Service for more infor­
mation, when needed, about social security taxes.
Source: Enactment of the Social Security Amendments of 1958 and Minor Social Security 
Bills, Bureau of Old-Age and Survivors Insurance, Social Security Administration, 














(Continued from page 9) 
may still have an opportunity to 
rearrange family shareholdings in 
closely-held corporations so as to 
be eligible with respect to the 
succeeding taxable year. In the 
case of calendar year corporations 
that wish to elect for 1959, the 
necessary changes in shareholders 
and capitalization must be made 
not later than January 31, 1959.
5. With respect to the additional first 
year depreciation allowances, two 
clarifying points should probably 
be brought out: (1) a “reason­
able allowance” for depreciation 
is still deductible after the 20% 
is deducted, and (2) the 20% 
allowance is determined on “cost.” 
There is no provision for a sal­
vage adjustment.
6. With respect to the increase of the 
minimum accumulated earnings 
credit, while this change increases 
the advantages to be gained from 
separate corporations for the 
various activities of a business, 
beware of Code section 269 which 
deals with denying benefits in the 
case of acquisitions to evade or 
avoid income tax and Code sec­
tion 1551 which deals with the 
disallowance of surtax exemption 
and accumulated earnings credit. 
In conclusion 1 would like to reiterate 
that the new act makes many changes, some 
very important, some very minor. The 
effective dates of the various provisions 
vary and it behooves all of us to study these 
provisions and to take timely action where 
a provision affects either the company we 
work for or our clients.
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TIPS FOR BUSY READERS
By S. MADONNA KABBES, Chicago, Illinois
Principles of Accounting, Intermediate. 
(Fifth Edition) by H. A. Finney and 
Herbert E. Miller, Prentice-Hall, Inc. 
Englewood Cliff, N. J., 1958. 934 pages.
In this latest edition of a book long used 
by accountants as an authority in matters 
of accounting principle and practice, the 
authors have added several new chapters 
relating to current problems.
“Cash-Flow Statements” are discussed in 
Chapter 25 and working papers are used 
to illustrate how such statements may be 
assembled.
Chapter 27 on “Quasi-Reorganizations” 
also considers Business Combinations and 
Divisive Reorganizations. While conceding 
the importance of the cost basis and the 
going-concern assumption in providing con­
tinuity of accountability in the accounts 
and statements, the authors raise such 
questions as—
“Must a business entity always remain 
on the cost basis or are there con­
ditions or circumstances that justify 
or require a departure from the cost 
basis?
Is it ever desirable to permit a com­
pany to make a fresh start, as far 
as its basis of accounting is con­
cerned?”
Discussions of these and other questions, 
along with problem applications, are in­
cluded in this chapter.
The practice of “Income Tax Allocation” 
is covered in Chapter 28. Problems con­
nected with this subject and its effect on 
reported net income, both now and in future 
statements, are discussed in an interesting 
and informative manner.
“Price-Level Impact on Financial State­
ments” is the subject of Chapter 29. This 
question which continues to be controversial 
is one that is being encountered by prac­
ticing accountants in more and more appli­
cations. Comments are included both sup­
porting and criticizing the handling of this 
problem under conventional accounting 
theory.
The content of the chapters above re­
ferred to, along with the basic theories 
normally included in a sound intermediate 
text make this a. valuable and practical 
book for both students and practitioners.
Facing the Facts by Maurice H. Stans, 
Director, U. S. Bureau of the Budget. 
Tax Review, Sept. 1958, Vol. XIX-No. 9 
published by Tax Foundation, 30 Rocke­
feller Plaza, New York 20.
Mr. Stans presents a frank appraisal of 
the financial conditions existing in the 
Federal government today stating “we now 
expect a deficit of around $12 billion in 
1959. This follows on top of a $2.8 billion 
deficit for the fiscal year 1958, which ended 
June 30.”
He proposes certain questions that are 
being asked by the public such as—
“How did we get this big deficit so 
suddenly?
When will the budget be in balance 
again?”
The article discusses the reasons under­
lying the present conditions and the possible 
developments which may affect the future 
course of federal spending.
In appraising the outlook ahead the Di­
rector outlines some elementary truths 
which must be considered. These include, 
among others—
“We cannot permit the government to 
operate over long periods without 
balanced budgets.
Any President, or any Budget Director, 
however determined, cannot single­
handedly reduce Federal expendi­
tures. The final responsibility is with 
the people, acting through their 
representatives in the Congress.”
1958’s Major Income Tax Act, Federal Tax 
Guide Report, Vol. XLI, part II, number 
45, published by Commerce Clearing 
House, Chicago 46, Illinois, pp. 126 
The full text of the “Technical Amend­
ments Act of 1958” and the “Small Busi­
ness Tax Revision Act of 1958” (later com­
bined in a single Act) is included in this 
publication.
This report includes an explanation of 
the Act with cross references to the 1954 
and 1939 Code Sections added, amended or 
modified by its provisions. A chronological 
table of “Special Effective Dates” with 
Code references is also included.
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TAX NEWS
By LOUISE A. SALLMANN, C.P.A., Oakland Chapter
About this time of the year, the tax­
payer begins to think of that precious thing 
called “a tax deduction.” One of the most 
controversial classification of deduction is 
“travel and entertainment.”
Although there has not been much change 
during 1958 in the treatment of travel and 
entertainment as far as the sole proprietor 
or partner, employer, is concerned, there 
have been a number of Revenue Rulings 
as well as Regulations issued for employees. 
In order to refresh our minds, however, let 
us review the areas usually explored by the 
Internal Revenue Service when it exam­
ines the sole proprietorship or partnership 
records.
As usual the “Ordinary and Necessary” 
test is applied. Then club dues are examined 
in order to determine whether the club 
facilities may be used for personal or family 
reasons as well as business. The Revenue 
Agent’s approach will be to consider such 
dues as 50% business and 50% personal. 
A greater business deduction may be ob­
tained if the taxpayer can prove that a 
larger percentage of expenditures made at 
the club were for business reasons. The 
club dues will be allocated on the same ratio 
as the expenditures.
Travel of the variety which is part busi­
ness and part personal is always subjected 
to close scrutiny. It is well to remember 
that transportation costs will only qualify 
for a business deduction if the greater por­
tion of the taxpayer’s time is spent in the 
pursuit of business at a particular location; 
otherwise, only actual expenditures for ho­
tel, meals and entertainment on those days 
actually spent in the conduct of business 
will be considered deductible. Expenses of 
the taxpayer’s wife will not be deductible if 
she contributes only minor business serv­
ices. However, remember that if husband 
and wife are travelling by air on a family 
plan, only her half-fare is a personal ex­
pense. Also if the difference between a 
single room and a double room rate is $3.00, 
then only this amount will be considered 
personal.
Current regulations and revenue rulings 
for employees have simplified the reporting 
and substantiation requirements for reim­
bursed expenses. No reporting or substan­
tiation is required for expenses for which 
an employee is required to account to his 
employer if:
1) his reimbursement equals his ex­
penses (mileage and per diem not in excess 
of 125% of the local Federal rate is 
acceptable)
2) his reimbursement is in excess of ex­
penses and that excess is included in in­
come and a statement to this effect is made 
in the return.
3) his expenses are in excess of the re­
imbursement and are not claimed as a de­
duction on the return, and the facts are 
stated in the return.
Reporting and substantiation will be re­
quired only if the taxpayer is not required 
to account or does not account to his em­
ployer; if the excess of expenses over re­
imbursement is claimed; or if the employee 
is related to his employer or owns 50% or 
more of the stock in the employer-corpo­
ration.
Reporting procedure on the return re­
quires a disclosure of all amounts received 
including amounts charged directly or in­
directly to the employer, nature of occupa­
tion, number of days away from home, 
amount of ordinary and necessary expenses 
paid (broken down into transportation, 
meals, lodging, entertainment and other 
business expenses). Approximations may be 
acceptable but not advisable because as be­
fore the burden of proof is on the taxpayer.
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HOW TO 
PREPARE FOR THE CPA EXAMINATION
IAS offers an intensive CPA Coaching Course which has produced 
outstanding results. It is available only to competent accountants 
qualified through training and experience to prepare for the
CPA examination. No attempt is made to teach general accounting;
the entire course is pointed directly at the CPA examination.
The need for special 
coaching has been well 
established by innumerable 
experienced accountants 
who have floundered 
in the examination room. 
They knew how to make 
audits but they didn’t know
(1) how to analyze 
problems for the 
purpose of deciding 
quickly the exact 
requirements.
(2) how to solve 
problems quickly,




(4) how to decide 
quickly on proper 
terminology.
• The IAS-CPA Coaching Course has been designed for busy 
accountants. The home-study method of tutoring is ideally 
suited to CPA examination preparation. Maximum use can be 
made of every available hour.
• The text material consists of 20 substantial loose-leaf 
assignments totaling more than 800 pages. It includes hun­
dreds of CPA examination problems and questions, with 
solutions supplemented by elaborate explanations and com­
ments, working sheets, side calculations, and discussions of 
authoritative opinions.
• Written examinations at the end of each assignment re­
quire solutions to problems of CPA examination calibre. 
These are sent to the school where the grading, including 
personal comments and suggestions, is done by members of 
the IAS Faculty, all of whom are CPAs. Supplementary 
review material is furnished to those who want to "brush up” 
on specific accounting subjects, at no additional cost.
The IAS booklet, "How to Prepare 
for the C.P.A. Examination” is avail­
able free upon request. Address your 
card or letter to the Secretary, IAS . . .
INTERNATIONAL ACCOUNTANTS 
SOCIETY, INCORPORATED
A Correspondence School Since 1903
209 WEST JACKSON BOULEVARD • CHICAGO 6, ILLINOIS
IAS IS AN ACCREDITED SCHOOL, ACCREDITED DY THE ACCREDITING COMMISSION OF THE NATIONAL HOME STUDY COUNCIL
